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ABSTRACT 



This study analyzed why child poverty rates were so much 
higher in Great Britain than in Western Germany during the 1990s, focusing on 
why child poverty exit rates were lower and child poverty entry rates were 
higher in Great Britain. Researchers used a form of decomposition analysis 
comparing cross -nationally the prevalence of events that triggered poverty 
(changes in household composition, household labor market attachment, and 
labor earnings) and the chances of making a poverty transition conditional on 
experiencing a trigger event. Results found that the latter type of 
difference was the most important for both poverty exits and poverty entries. 
The findings reflected differences between the German and British welfare 
states, with the German one providing a greater cushion against adverse 
events and better reinforcement of positive events. Differences in the 
prevalence rates of trigger events also played a role. A notable example was 
the greater risk of job loss in Great Britain compared to Western Germany. 
(Contains 29 references.) (SM) 
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Why are child poverty rates higher in Britain than in Germany? 
A longitudinal perspective 



Abstract 



We analyse why child poverty rates were much higher in Britain than in Western Germany 
during the 1990s, using a framework that focuses on poverty transition rates. Child poverty 
exit rates were significantly lower, and poverty entry rates significantly higher, in Britain. We 
decompose these cross-national differences into differences in the prevalence of ‘trigger 
events’ (changes from one year to the next in household composition, household labour 
market attachment, and labour earnings), and differences in the chances of making a poverty, 
transition conditional on experiencing a trigger event. It is the latter which are most important 



in accounting for the cross-national differences in poverty exit and entry rates. 
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1. Introduction 



Germany and the UK are the two largest and most economically successful nations in the 
European Union, but Germany does better in protecting children from low income. For 
example, according to the Statistical Office of the European Community, in 1993, 13 percent 
of German children lived in households with incomes below half the national average 
income, but in Britain the proportion was more than double this figure, 32 percent (Eurostat, 
1997; the 12 country EU-average was 20 percent). The cross-national differences in child 
poverty rates have been reflected in differences in political interest in the topic in the two 
countries. The current UK government has pledged to halve the number of poor children 
within ten years and to eliminate child poverty altogether within 20 years (United Kingdom 
1999). By contrast, children’s poverty is much less of a political issue in Germany at present. 
In this paper we address the question of why child poverty rates differ between Britain and 
Germany using analysis of differences in rates of movement into and out of poverty, and 
decomposing differences in poverty transition rates into differences in the prevalence of 
Trigger events’ precipitating poverty transitions and differences in the chances of making a 
poverty transition conditional on experiencing a trigger event. 

The distinctive contributions of our analytical approach are, first, its cross-national 
comparisons and, second, the focus on transition rates and their systematic decomposition. 
Although our application is to two specific countries and to children, the analytical 
framework is one that can also be straightforwardly used for comparisons between alternative 
sets of countries or to examinations of poverty trends within countries over time, and for 
other groups in the population. The first feature of our approach is motivated by the large 
cross-national differences in child poverty rates: they suggest that Britain has something to 
learn from Germany about how to protect children from low income. And arguably Britain’s 
experience also provides cautionary lessons for Germany as pressure grows to increase labour 
market flexibility and to introduce reforms to the welfare state similar to those instituted in 
Britain over the last two decades. The lessons to be learned depend on how differences in 
German and British poverty patterns relate to differences in labour markets, marriage markets 
and welfare states. We shed light on these issues using the decompositions of transition rates 
- the second feature of our approach. 

Why take a longitudinal perspective to explaining child poverty rates? If one uses a 
cross-section perspective, the natural temptation is to explain cross-national poverty 
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differences in terms of differences in the prevalence of ‘problem groups’ such as lone parent 
families or workless households, etc., and differences in the risk of poverty for each group. 
This strategy is problematic because there are substantial movements into and out of problem 
groups between one year and the next - households form and split; people gain and lose jobs 
— so the policy target is a moving one. When constructing explanations of poverty patterns it 
is more natural to relate behaviour to transition probabilities rather than to the (state) 
probability of being poor, particularly since the factors which determine entry (or re-entry) to 
the ranks of the poor differ from the factors determining escape from poverty (as we show 
below). Recognising the relevance of the dynamic dimension to explanations of poverty also 
has implications for anti-poverty policy, changing its emphasis from supplementing incomes 
towards providing routes out of poverty and preventing falls into poverty (Ellwood 1998: 49, 
HM Treasury 1999: 5). 

The relevance of a longitudinal perspective can also be seen from consideration of the 
identity summarising the evolution of the poverty rate: this year’s child poverty rate {h t ) is 
equal to last year’s child poverty rate times the retention rate (one minus the exit rate, x t ), plus 
the entry rate (e t ) times one minus the proportion of children not poor last year. If the poverty 
rate is constant at some steady-state level, then it equals the entry rate divided by the sum of 
the exit and entry rates: 

h t = e t /{e t +x t ). (1) 

Thus cross-national differences in poverty rates depend only on cross-national differences in 
poverty entry and exit rates if there is no trend in poverty rates in either country. 

The relevance of (1) as an organising principle for analysis is underscored by the fact 
that cross-sectional child poverty rates were stable during the 1990s in both Britain and 
(Western) Germany. This is demonstrated in Figure 1 which shows that the trends in child 
poverty rates for each country were flat, for both a relative and an absolute poverty standard. 
(More precise definitions are provided later.) The greatest deviations from the flat trend 
occurred in the mid-1990s in each country, but one should be cautious of reading too much 
into these variations, as they are within the bounds of sampling variation. A 95 percent 
confidence band for each annual poverty rate covers about 5 percentage points for Britain and 
slightly more in Western Germany. 

<Figure 1 nearhere> 

We therefore rephrase the question in the title into one focusing on differences in 
poverty transition rates: why does Britain have a higher child poverty entry rate and lower 
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child poverty exit rate than Western Germany? To pinpoint the sources of these differences in 
transition rates, the key idea that we employ is that 

• household income changes between one year and the next, and poverty transitions in 
particular, are precipitated by ‘trigger events’ such as changes in household members’ 
labour market attachment and earnings, or changes in their household composition; and 

• these events have different impacts on the risk of a poverty transition. 

It is these two dimensions that we isolate in our decompositions. We relate differences 
between Britain and Western Germany in child poverty transition rates to cross-national 
differences in probabilities of trigger events, and differences in probabilities of a poverty 
transition conditional on event occurrence. 1 The trigger events considered are: 

• changes in the number of workers in a child’s household (working full-time and in total); 

• changes in an child’s household labour earnings, holding the number of workers fixed; 

• movements into and out of a single-adult household; and 

• changes in the number of household members, holding household type fixed. 

We find that it is cross-national differences in the chances of making a poverty 
transition conditional on experiencing a trigger event, rather than differences in the 
prevalence of trigger events per se , which explain why child poverty exit rates in Britain are 
lower and poverty entry rates are higher than in Western Germany. The results point to the 
importance of the welfare-state- related differences as the principal source of Anglo-German 
differences in child poverty rates. In particular, relative to British children, German children 
are better protected against the consequences of adverse labour market events, and positive 
labour market events are reinforced to a greater extent. 

The rest of the paper is structured as follows. In Section 2 we set out our analytical 
framework. We briefly discuss in Section 3 what existing evidence suggests are the main 
sources of Anglo-German differences in child poverty transition rates, considering differences 
in labour and marriage markets and the welfare state. In Section 4, we introduce our cross- 
nationally comparable data sets, sub-files from the British Household Panel Survey and 
German Socio-Economic Panel, and explain key definitions such as the poverty line and 
trigger events. Child poverty transition rates for Britain and Western Germany in the 1990s 
are reported and discussed in Section 5. The decomposition and analysis of child poverty 

1 Other papers using the trigger event concept include Bane and Ellwood (1986), DiPrete and McManus (2000), 
Duncan (1993), Jenkins (2000), and Picot et al. (1999). Gottschalk and Danziger (2001) provide some 
decompositions of child poverty exit probabilities. 
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transition rates follows in Sections 6 (poverty exits) and 7 (poverty entries). Section 8 
provides concluding comments. 



2. A framework for examining cross-national differences in poverty transition rates 

To fix ideas, suppose that there is a set of mutually-exclusive events j = 1,..., J, which trigger 
exits from poverty. Then, among those children in a given country at risk of exit from poverty 
between one year and the next, the probability of exit is given by the sum of the probabilities 
for children that exit by each of the different events: 

j 

pr(exit poverty) = ^ pr(exit poverty via event j). (2) 

Each term on the right hand side can be written as the product of the probability of each event 
and the probability of exit conditional on event occurrence: 

j 

pr(exit poverty) = ^ pr(exit poverty | event y).pr(event j). (3) 

By similar arguments, one can relate the probability that an at-risk child will enter 
poverty due to a set of mutually-exclusive trigger events k ~ 1,..., K , to the probabilities of 
each event and the probability of poverty entry conditional on event occurrence: 

K 

pr(enter poverty) = ^ pr(enter poverty | event k ). prevent k). (4) 

*=i 

It follows that the cross-national differences in child poverty exit rates can be 
decomposed into a weighted sum of cross-national differences in event prevalence 
probabilities and cross-national differences in event-conditioned poverty transition 
probabilities: 

j j 

Apr(exit poverty) = ^ Apr(exit poverty | event j).wj + ^ Apr(event j).zj (5) 

j=\ m 

where A is the cross-national difference operator, Wj = 0. prevent y)wG + (1-0). prevent J)qb, Zj 
~ (l-O).pr(exit poverty|event j ) wg + 0.pr(exit poverty|event j} gb, and 0 < 0 < 1. A similar 
expression can be derived for cross-national differences in poverty entry rates. 

In our empirical application we focus our discussion on the various A terms per se, 
rather than provide exact numerical disaggregations using (5) and its poverty entry rate 
counterpart. There are three reasons for this. The first is that it is difficult to compile an 
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exhaustive set of mutually-exclusive trigger events. A number of events may occur 
simultaneously and, although one could treat each joint occurrence as a separate event, there 
are practical limits to implementing this. An alternative might be to define a set of mutually- 
exclusive events using a pre-defined hierarchy of event ‘importance’ (cf. Bane and Ellwood 
1986), but the assumptions required are debatable. Our response to these issues is to focus on 
a subset of the most important events and to look at each of these one at a time, but also to 
examine an important joint event (changes in labour market attachment combined with 
household formation/dissolution). Second, and related, with this strategy we can also compare 
cross-national differences in probabilities that children are bom poor - equation (3) only refers 
to the experience of existing children. 

The third reason for focusing on decomposition components is that it is important to 
calculate these separately for different groups of children at risk of a poverty transition. (For 
example the outcomes and processes affecting exits from poverty by children in lone parent 
households differ from those for children in married couple households - (re)marriage is a 
potential route out of poverty for the former group but not the latter.) Aggregation of within- 
group differences over at-risk subgroups would be possible in principle, but the value-added is 
relatively low. The strengths of our analytical approach derive from its transparent focus on 
the sources of the differences within each group. 

The decompositions help to uncover the relative importance of the three key types of 
institution - labour market, marriage market, and welfare state - in explaining cross-national 
poverty differences. 2 The effects of differences in labour market or marriage market 
institutions (e.g. differences in the nature and extent of active labour market policies, or 
differences in matrimonial law) will be revealed most obviously through differences in the 
probabilities of the relevant trigger events. By contrast, differences in welfare states will be 
most obviously revealed by cross-national differences in income changes among those 
experiencing particular event. The primary goal of western welfare states is to directly modify 
the outcomes associated with various events using cash transfers (social assistance and social 
insurance benefits, and taxes). 3 



2 Arguably differences in the health of the national macro-economy are another potential source of poverty 
differences. Our prior, however, is that macroeconomic differences reveal themselves primarily through labour 
market differences (which we do examine). 

3 Of course the different incentive structures arising from a particular welfare state may also lead to differences 
in the likelihood of trigger events. 
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3. Anglo-German differences in child poverty transition rates: some priors 



ERjt 



Existing evidence provides mixed suggestions about why Britain has lower child poverty exit 
rates and higher child poverty entry rates than Germany does. The reasons are that some 
factors offset each other, the sources of the stylised facts are diverse, and the information does 
not necessarily refer to families with children. 

Differences in the prevalence of labour market and demographic trigger events 

Consider first the relative prevalence of labour market and demographic trigger events. Britain 
is typically cited as having a more ‘flexible’ labour market than Germany, and greater 
turnover between employment and unemployment. See for example Nickell (1997). On this 
basis one might expect that earnings mobility among persons not changing jobs to be greater 
in Britain than Germany, but this may not be so: it is now well-established that Germany has 
higher earnings mobility than the USA (Burkhauser et al. , 1998; Schluter and Trede, 1999). 
One expects higher rates of both job loss and job gain in Britain than Germany, but this has 
ambiguous implications for poverty. Higher risks of job loss lead to higher poverty entry rates, 
other things equal, but higher risks of job gain lead to higher poverty exit rates. 

A similar argument applies to marriage market events - again existing evidence 
suggests that turnover is higher in Britain. 4 But higher risks of divorce and separation are 
consistent with a higher child poverty entry rate, whereas a higher marriage risk is consistent 
with a higher child poverty exit rate. Fertility rates are lower in Germany than in Britain 
(Eurostat, 2000), a factor contributing to a smaller proportion of children bom into poverty. _ 

Differences in financial consequences for those experiencing trigger events 

The expected Anglo-German contrast is more clear cut if one considers the financial 
consequences associated with trigger events, but here too there are factors that complicate 
conclusions. The standard view is that the German welfare state provides a better financial 
cushion against adverse events such as job loss than the British welfare state (at least over the 

4 The number oflegal marriages per 1000 people in 1995 was 5.3 in Germany (East and West) but 5.5 in the 
UK, and the number of divorces per 1000 people were 2.1 and 2.9 respectively (Eurostat, 2000). 
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short-term). For instance Germany provides eamings-related unemployment insurance and 
unemployment assistance whereas in the UK unemployment insurance is flat-rate. 

Estimated income replacement rates vary, depending on assumptions about, for 
instance, household composition, work record and earnings levels. The OECD recently 
calculated that in 1997 an unemployed married couple with two children would receive, if on 
unemployment insurance, a net income out of work that was 73 percent of net income at work 
(assuming average earnings), whereas the replacement rate for the corresponding UK family 
would be 64 percent (OECD, 1999). Ditch et al (1996: 74) estimate the net replacement rate 
in 1995 for a couple at half average earnings with one child aged two to be 93 percent in 
Germany and 62 percent in the UK. For a couple with two children, the corresponding ratios 
were 101 percent and 69 percent. 

Just as a high replacement ratio may be taken as evidence that one country provides a 
better cushion against adverse events such as unemployment, a high ratio also suggests that 
the financial returns to the average unemployed person from taking a job are lower. If this 
disincentive effect is sufficiently effective, then the only people who take jobs will be those 
with sufficiently high financial gains from taking a job. In this case the probability of moving 
out of poverty conditional on taking on more work is likely to be higher in the high 
replacement ratio country (Germany rather than Britain in this case). 

Large negative income changes associated with divorce and separation have been 
documented for a range of countries. Burkhauser et al. (1990, 1991) drew attention to similar 
impacts in Germany and the USA, and Jarvis and Jenkins (1997) reported findings for Britain 
that were in the same range. The most plausible explanation for cross-national similarities is 
that gender inequalities in the labour market and home that are common across countries are 
more important than differences in structure and coverage of the welfare state (see Holden and 
Smock 1991 for elaboration). Whether the positive income effects associated with 
(re)partnering by a lone mother are larger in Germany or Britain is also not clear. On the one 
hand, the German tax system provides strong financial rewards to marriage especially through 
its income-splitting rules (the UK has independent taxation of men and women). On the other 
hand, these rewards also provide an incentive for a married woman not to work. If 
(re)partnering is with someone with low labour attachment (and who remains so), then the 
reduction in the risk of poverty associated with (re)partnering may be relatively low. 

In sum, the most clear cut hypotheses about Anglo-German differences are: 
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• the probability of job gain, and the associated conditional probability of exiting poverty, 
are each higher in Britain than Germany (having offsetting impacts on differences in the 
overall poverty exit rate). 

• the probability of job loss, and the associated conditional probability of entering poverty, 
are each higher in Britain than Germany (having reinforcing impacts on differences in the 
overall poverty exit rate). 

• the probability of household formation is higher in Britain than Germany (contributing to a 
higher poverty exit rate), but 

• the probability of household dissolution is also higher in Britain (contributing to a lower 
poverty exit rate). 

The evidence concerning Anglo-German differences in the conditional probabilities of poverty 
transition associated with demographic changes is less clear cut. Overall, the fact that there are 
many factors potentially at work, some of which may offset others, underlines the need for a 
systematic disaggregated analysis. 



4. Data and definitions 

The BHPS and GSOEP , and sample numbers 

We use eight waves of data, survey years 1991-8, of the British Household Panel Survey 
(BHPS) and the German Socio-Economic Panel (GSOEP). Both surveys are of similar design. 
The first wave of each survey (1991 for the BHPS, 1984 for the GSOEP) was a nationally 
representative sample of the population living in private households, in the German case also 
including an over-sample of ‘guest workers’ (foreign-bom residents and their children) 
recruited abroad during the economic booms of the 1960s. Original sample respondents have 
been followed and they (and co-resident adults) have been interviewed at approximately one 
year intervals subsequently. Children in original sample households have also been 
interviewed in their own right when they became adults. We use survey weights in our 
analysis in order to account for differential non-response and attrition (and the differential 
sampling probabilities of GSOEP guest worker sample members). 

We focus on the period 1991-8 because the BHPS does not cover the 1980s as the 
GSOEP does. Our German sample for each year consists of the adults and children residing in 
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